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KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless otherwise noted) 


Domestic Economy 1986 R 1987 R 1988 E 
Population (thousands) 25365 #53.7 253.8 
Population growth (%) 0.2 .08 04 
GDP (current dols, factor cost) 1148.6 1249.4 2332.7 
Per Capita GDP, current dols 4531.0 4925.0 5251.0 
GDP in Local Currency % change 5.1 2.6 33 

(1974 BD’s) 
Retail Price Index % change 


Production and Employment 
Labor force (1,000’s) 


Unemployment (avg. % for year) 
Manufacturers production ( local 
currency, 19874 base) % change 
Govt. oper. surplus or deficit as 

% Of GDP 


Balance of Payments 
Exports (F.O.B.) 


Imports (C.I.F.) 
Trade balance 
Tourism revenue 
Current account balance 
Foreign direct investment (new) 
Foreign debt (year-end) 

Debt service paid/A 

Debt service ratio as % of exports 

of goods and services 

International reserves (year-end) 
Avg. exchange rate for year 

(BD$ = US$1.00) 


U.S. - Barbados Trade 

U.S. exports to Barbados (F.A.S.) 

U.S. imports from Barbados (C.I.F.) 

Trade balance 

U.S. share of Barbadian exports (%) 

U.S. share of Barbadian imports (%) 

U.S. official aid 
Economic .19 
Military -90 


Principal U.S. exports (1988): Gen. merchandise, foodstuffs, manufactures 
Principal U.S. imports (1988): Electronic components, garments, sugar 


Sources: Central Bank of Barbados, Ministry of Finance, International 
Monetary Fund. 
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SUMMARY * 


The rate of real GDP growth in Barbados improved to an estimated 3.5 
percent last year, up from 2.6 percent in 1987. Tourism again was 
the leading source of growth as record numbers of visitors flocked 
to the island. Manufacturing and construction grew considerably, 
but the agricultural sector continued to slide, raising questions 
about its long-term viability. The unemployment rate remained 
virtually unchanged -- it averaged 17.8 percent for the year. 


The Barbadian Government’s fiscal position improved markedly via 
hefty price and tax hikes; the overall budget deficit fell to 4.3 
percent of GDP, down from 7.6 percent the previous year. Recurrent 
operations, which recorded a deficit in 1987, ran a surplus of $30.9 
million. Recurrent revenue rose by nearly 17 percent, much faster 


than expenditure. In the end, foreign financing covered most (67 
percent) of the overall deficit. 


Barbados’ balance of payments improved by virtue of increased export 
and tourism earnings, which more than compensated for a larger 
import bill. In fact, the current account deficit of $53.5 million 
in 1987 was virtually wiped out in 1988. 


The United States remained Barbados’ leading trade partner in 1988 
with transactions totaling $207.2 million ($154.2 million in U.S. 
exports and $53 million in U.S. imports). Moreover, Barbados 
continued to welcome American investment in virtually all sectors of 
its economy. In addition to direct investors, in recent years 
Barbados has attracted a sizable number of American captive 
insurers, international business companies, and foreign sales 
corporations largely through a bilateral double taxation agreement. 
(However, the insurance industry will be adversely affected by the 
U.S. Government’s revocation of a key provision of the taxation 
agreement.) Barbados qualifies for trade benefits with Canada 
through CARIBCAN; Europe under the Lome Convention; and the United 
States via the Caribbean Basin Initiative (CBI). It is also 
eligible -- by way of a Tax Information Exchange Agreement (TIEA) 
with the United States -- for investment funds (at preferential 
interest rates) generated in Puerto Rico. 


PART A -- CURRENT ECONOMIC SITUATION AND TRENDS 


ECONOMIC GROWTH 


Barbados’ rate of real GDP growth expanded in 1988 -- the sixth 
consecutive year of growth -- to an estimated 3.5 percent, somewhat 
higher than the 2.6 percent growth rate achieved in 1987. In 
current dollars (factor cost) GDP grew by 6.7 percent to over $1.3 
billion. The tourism sector (14 percent of real GDP) again led the 
way -- Barbados attracted a record 451,485 long-stay visitors 
(excluding short-stay cruise ship arrivals) last year, a jump of 7 
percent over the previous year. Construction activity also remained 
strong -- real growth came to 9 percent, up from 6 percent in 1987; 


*This report was prepare in September 1989. 





heavy residential and commercial construction accounted for most of 
the expansion. The sector accounted for over 7 percent of real 
GDP. The major determinant in last year’s higher GDP growth rate, 
however, was a turnaround by the manufacturing sector; its output 
grew by 6.8 percent, reversing a slide of 6.6 percent in 1987, 
mainly through increased regional demand for Barbadian chemical 
products and wooden furniture. Tourism and manufacturing accounted 
for over 60 percent of economic growth last year. Meanwhile, 
wholesale and retail trade -- the economy’s principal sector with a 
share of 20.1 percent -- grew by 3.4 percent. 


Other sectors of the Barbadian economy were not as buoyant last 
year. Production of sugar, the country’s principal export crop, 
declined by 3.7 percent to 80,300 tons. The output of most other 
crops also fell, mainly because of labor shortages, crop theft, and 
declining acreage under cultivation. In the end, real agricultural 
production shrank by 5.9 percent, following a drop of 11.2 percent 
in 1987. In the energy sector, the Barbados National 0il Company 
(BNOC) continued to limit local petroleum production because of low 
international prices. Accordingly, output of crude fell a further 
14 percent last year to 427,100 barrels. On the other hand, natural 
gas production rose by 20 percent to 35.3 million cubic meters; 
BNOC’s liquified petroleum gas plant, which became operational in 
February 1988, processed the increased output. 


EMPLOYMENT 


The Barbadian labor force grew by 2,900 persons in 1988 to reach 
123,800, and the number of employed rose to 100,700, up from 98,400 
in 1987. The manufacturing sector was the major contributor to job 
creation last year -- the number of workers employed in the sector 
grew by 9 percent to approximately 8,000, helping to offset job 
reductions in agriculture. The average unemployment rate for the 
year --17.8 percent -- remained virtually unchanged from 1987. 


GOVERNMENT FINANCE 


Public sector finances improved considerably in 1988 -- a direct 
result of tax and price hikes decreed in April. Specifically, the 
government increased consumption taxes and imposed surcharges of up 
to 7.5 percent on personal income and corporate taxes. The measures 
were designed to reduce the overall fiscal deficit from 7.6 percent 
of GDP to between 3 and 5 percent. Accordingly, recurrent revenue 
jumped by 17 percent ($59.4 million), much faster than expenditure, 
which increased by 7.9 percent ($27.8 million). By the end of the 
year, the government had achieved a recurrent surplus of $30.9 
million, compared a deficit of $600,000 in 1987. 


Meanwhile, capital expenditure fell by $3.4 million to $87.3 
million, mainly through reduced outlays for agriculture and road 
construction. In the end, the overall fiscal deficit declined to 
$57.6 million (approximately 4 percent of current GDP). Foreign 





sources financed most of the deficit, including $40.2 million 


borrowed on the Japanese market. Project assistance funds accounted 
for the remainder. 


MONEY AND PRICES 


The local financial system remained highly liquid in 1988 as 
commercial bank deposits increased by 13.6 percent to $762.7 
million. Meanwhile, domestic credit expanded by 8 percent to $703.3 
million, most of it accounted for by private borrowing. Because of 
the high level of liquid, there was little market pressure on 
interest rates. However, anticipating increased rates abroad (and 
consequent negative impact on the island’s balance of payments), the 
Central Bank of Barbados instructed local banks to raise the minimum 
deposit rate one point to 4 percent. The average lending rate also 
rose to 11.1 percent, up from 10.3 percent at the end of 1987. 


The rate of inflation increased in 1988 to 4.8 percent, compared to 
3.4 percent the previous year. Depreciation of the U.S. dollar (to 
which the Barbados dollar is tied) and higher import prices caused 
the uptick in the domestic price level. 


BALANCE OF PAYMENTS 


Current Account: Despite an increase in the value of exports (for 


the first time since 1984), Barbados’ balance of trade deficit 
expanded to a record $404.8 million. Export earnings grew by 9.8 
percent to $177.1 million. Manufacturing, taking advantage of 
regional trade liberalization, led the way with total sales of $74 
million, a jump of 13 percent over its 1987 performance. Chemical 
exports increased by 18 percent to reach a record $19.7 million. 
Food and beverage sales totaled $45.8 million, 17.3 percent higher 
than the previous year. In agriculture, however, the declining 


volume of sugar exports resulted in a 5.6 percent decline in revenue 
to $33.6 million. 


Barbados’ import bill rose by 12.4 percent to $581.9 million. 
Reflecting the population’s increased spending power, consumer goods 
topped the list with purchases of $211.3 million. The revived 
manufacturing sector and heavy construction activity accounted for 
17.8 percent growth in imports of intermediate goods to $204.4 


million. Purchases of capital goods rose by 16 percent to $100.1 
million. 


In spite of the expanded trade imbalance, the current account 
deficit shrank to $500,000, down from $53.5 million in 1987, thanks 
largely to record tourism earnings of $462 million. The 27.2 
percent increase in cruise ship passenger arrivals coupled with a 
14.0 percent increase in per visitor expenditure combined to more 
than offset the decline in stay-over tourists. Arrivals of cruise 
ship passengers swelled to 291,053 in stay-over tourists in 1988 
from 228,778 in 1987. 





Capital Account: Net capital inflows ($13.5 million) were greatly 
reduced from 1987 ($92.4 million), courtesy of a drop in foreign 
borrowing, which declined by 50 percent to $33 million. However, 
the substantially improved current account position helped to 
increase the overall balance-of-payments surplus to $35 million, up 
from $20.2 million in 1987. Year-end international reserves also 


increased, by 18.7 percent to $176.1 million, good for 3.65 months 
of imports. 


ECONOMIC OUTLOOK 


Barbados’ per capita income ($5,251) is the highest of the small 
island states of the eastern Caribbean. The country has developed a 
diversified economy, led by tourism and supported by agriculture, 
light manufacturing, and offshore financial and insurance services. 
Still, the highly open economy is vulnerable to external factors. 
For example, large reductions in Barbados’ sugar quota with the 
United States has reduced cane acreage and production. This has 
reverberated throughout the agricultural sector, which depends on 
sugar cane for control of weeds and erosion. As a result, Barbadian 
agriculture is in the throes of a serious decline -- the 1989 sugar 
harvest of 67,263 metric tons was the lowest on record -- from which 
it may not recover. Accordingly, other sectors -- tourism and 
manufacturing in particular -- will have to increase their 
production and earnings for the economy to maintain growth 

momentum. Unfortunately, reflecting the small sugar harvest (which 
runs from January to May), economic growth slowed to approximately 2 
percent during the first six months of 1989. The Central Bank has 
forecast moderate GDP growth for 1989. 


However, the nature of the tourism industry in Barbados is changing, 
and the stability of that sector has lessened as the number of 
overnight visitors has declined. The number of stay-over tourists, 
which provide greater revenue and generate more employment than do 
an equal number of cruise ship visitors, has been decreasing 
steadily since 1984. Overnight visitors fell to 160,432 in 1988, 
representing a 16.9 percent decline from the 1987 level, and a 40.3 
percent drop from the 268,486 stop-over tourists who visited the 
island in 1984. Fortunately, the number of cruise ship passengers 
has grown rapidly in recent years, and the 1988 level represents a 
near tripling of the 99,166 persons who visited Barbados via cruise 
ship in 1984. To date, the expenditure of the increased number of 


cruise ship arrivals has more than offset the decline in expenditure 
due to fewer overnight visitors. 


PART B -- IMPLICATIONS FOR THE UNITED STATES 


TRADE 


Barbados and the United States have long enjoyed close economic 





ties. The United States is Barbados’ foremost trading partner; 
trade between the two countries totaled $207.2 million in 1988 ($53 
million in U.S. imports, $254.2 million in U.S. exports). The 
leading product categories for American exports to the island in 
1988 were general merchandise, foodstuffs, and manufactured goods. 
Bilateral trade has declined over the past several years mainly 
because of cutbacks in the American sugar quota and, more recently, 
declining exports of electronic components from Barbados. However, 
given the proximity of the United States and Barbados and their 
close political ties, extensive commercial relations between them 
should continue. American exporters may participate in the annual 


Manufacturer’s Trade Fair in Barbados, which is held each May. The 
key contact is: 


Ms. Rita Alkins 

Executive Secretary 

Barbados Manufacturers’ Association 
Harbour Road, St. Michael 

Barbados, West Indies 

Phone: 809/426-4474 


FOREIGN INVESTMENT 


The foreign investment climate in Barbados is highly favorable and, 
over the years, numerous firms -- many American -- have located on 
the island. Total foreign investment stock in Barbados is an 
estimated $270 million. Major oil companies -- Mobil, Exxon, and 
Texaco -- operate in Barbados, as do manufacturers and data 
processors, such ds Westinghouse, NDL International, and Caribbean 
Data Services. (Many, if not most, foreign firms in Barbados are 
wholly owned subsidiaries of the parent company.) In 1988, David 
Seham Associates (a data processing firm) joined the long list of 
American companies in Barbados, many of which take advantage of a 
bilateral Double Taxation Agreement. Recently, however, the 
unilateral U.S. revocation of the federal excise tax exemption for 
insurance firms in Barbados has stunted growth of that sub-sector. 


Although wage rates are comparatively high in Barbados, the 
country’s well-developed infrastructure -- transportation, 
telecommunications, etc. -- eliminates many hidden costs encountered 
in other offshore locales. The Barbadian labor force is well 
trained and generally reliable. Moreover, the Barbadian Government 
has developed substantial investment attraction and support 
services. These include tax holidays, low-cost factory space, and 
duty-free treatment for capital machinery and material good 
imports. In addition, Barbados benefits from the trade promotion 
benefits embodied in CARIBCAN, the Lome Convention, and the 
Caribbean Basin Initiative (CBI), i.e. duty-free entry of a wide 
range of products into Canada, Europe, and the United States. 
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Furthermore, in 1985 Barbados signed a Tax Information Exchange 
Agreement (TIEA) with the United States which makes it eligible for 
use of Section 936 (IRS code) investment funds generated in Puerto 
Rico. Currently, "best prospect" areas for investment in Barbados 
include food processing, data processing, and manufacture of 
pharmaceuticals and medical equipment. Parties interested in 
investment opportunities in Barbados should contact: 


Industrial Development Corporation 
Pelican House, Princess Alice Highway 
Bridgetown, Barbados, West Indies 
Phone: 809/427-5350 


Barbados Industrial Development Corporation 


800 Second Avenue j 
New York, NY 10017-6420 


Those interested in 936 funds should contact: 


Economic Development Administration 

FOMENTO Building 

355 F.D. Roosevelt Avenue 
Hato Rey, Puerto Rico 00918 
Phone: 809/758-4747 











